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MASON COUNTY CENTRAL SCHOOLS

Management’s Discussion and Anakysis For Fiscal Year Ended June 30, 2008

Mason County Central Schools is a K-12 school distict tocated in Mason, Lake and Oceana Counties,
Michigan. The Management’s Discussion and Analysis, a requirement of GASRE 34, is intended to be the
Mason County Central Schools Administration’s discussion and analysis of the financial results for the
fiscal year ended June 30, 2008, Please read in conjunction with the district’s financial statements tollowing
this section.

Generally accepted accounting principles ("GAAP”) according to GASB 34 requires the reporting of two
types of financial statements: District Wide Financial Statements {full accrual) and Fund Financial
Statements {modified accrual).

Fund Financial Statements

The fund financial stalements are reporied on 2 modified acerual basis, which means that only assets thal are
measurable and currently available are reported, as well as fabilities that can expeci to be paid with cumment
financial resources. They provide detailed information about the most significant funds.

The fund statements comply with the legal requirements of the Michigan Department of Education’s School
Accounting Manval. The General Fund reports activities for the district’s major instructional and
instructional supporl activities. Additional governmental funds are Captal Projects, Debt and School
Service, which report fond service and athletic activities,

The fund financial statements report capital assets as expenditures during the current period rather than as an
asset on the balance sheet. When debt is issued the proceeds are reported as a resource rather than as a
Lability on the balance sheel, The current year ponvipal payments are reported as expenditures rather than
reductions in liabilities,

District Wide Financial Statements

The district wide statements are reported on a full accrual basis and help to measure the financial health of
the district as a whole. This means that ail of the Distnet’s asscts and liabilities, both short and long term are
reported using accounting methods similar 1o those of pnivate sector companies. All revenues and
gxpenditures are teported regardless of when cash 15 received or paid. Capital assets and long-term
obligations are reported in the Statement of Net Assets. A reconciliation is provided to identify the
differences between governmental activities (reported in the statement of net assets and the statement of
activilies) and the fund financial statements.




Management’s Discussion and Analysis For Fiscal Year Ended June 3, 2008 - Contmued

The composition of the financial repert 15 as follows:

Monugement s Discussion and Analvsis (MY & A)
(Required Supplemental information)

Basic Financial Statements
District-wide Financial Statements Fund Finaneial Statemenis
Notes to the Basic Financial Statements

Budeetary Information for the General Fund
{(Required Supplemental Information)

Combining Financial Statements af Non-Major Funds
Cither Supplemental Information

Fiduciary Fund

The school district holds fiduciary responsibility for the student activity funds held in its care. These
fiduciary activities are reporied on a separate statement of net assets. The district cannot use these assets to
finance its operations, hut 13 responsible for ensuring that the assets held in these funds are used for their
intended purpose.
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Management’s Discussion and Analysis For Fiscal Year Ended June 30, 2008 - Continued

Summary of Net Assets (provides a perspective ol the School Distnct as a whole)

Assets
Current assets
Noncurrent assets
Capital assets
Less: Accumulated depreciation
Capital assets. net book value
Total assets
Liabilities
Current lizhilities
Long-term liabihities
‘Total liabilities
Net Assets

[nvested in capital assets, net
of related debt

Restricted
Unrestricted
Total net assets

Total liabilities and
nect assels

June 30, 2007

$15.072.005

23,156,756

{8,496.9635)

1 8,286,386
20.605.116

528.801.502

( ©.310,542)
7,250,982

(100,146)

840,294

328,731,796

June 30, 2008

$ 5242900

- s -

494,669

29,338,044

(£.000,094)
20,338,850

S 4,781,812
15,830,508

$24,612.320

———

20,513
1,457,486

{13,891}

1,464,108

320,076,428

Percentage Chg

65.2)%
100.00%
26.7%
38.7%

(1230

(42.3)%
{3.8)%

{14.8)%

100 3%,
(79.9)%%
86.1%

14.2%,

SA12,3)%
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Management’s Discussion and Analysis For Fiscal Year Ended June 30, 2008 - Continued

The analysis above focuses on the net assets of the district while the change in these net assets Is discussed
below. The district’™s immproved financial position is the result of many factors. The School hstnet’s net
assets were $840,204 at June 30, 2007 and $1,464,108 at June 30, 2008, Current assets decreased by
$9,829.096 in 2008 refiecting use of cash tor the construction project. Correspondingly, capital assets
increased by $6,182,188 also reflecting the new building project. Current liabilities decreased by 53,504,574
reflecting near completion of the construction project. Capital assets, net of relsted debt, increased 100.3
percent. I'his figure reports the original cost, less depreciation of capital assets rinus long term debt nsed to
finance these acquisitions. The increase of $6,331,055 is due to asset acquisitions less depreciation expense

exceeding new debt minus principal payments. Most of the debl will be repand from voler-approved
property taxes assessed as debt payments come due. Restricted assets are reporied separately to indicate
legislative requirements and debt covenants. These assets may not be used by the District in its day-to-day
operations. $(100,1403 and $(13,891) ef net assels 1s unrestricted in 2007 and 2008, respectively. This
figure represents the accumulated results of all past years” operations. Year to year variances in these assets
are significantly affected by General Fund operaticns.

Statement of Activities (provides the results of operations of the School District as a whole)

June 30, 2007

June 30, 2008

Percentape Chg

Revenues
General Revenues:
Property taxes $ 3.002,287 % 3,146,004 4 8%
State unrestricted foundalion Q180233 9,053,329 (1.4)%%
Othet 914,434 274.039 (70.0)%
Program Kevenuces:
Charges for services 366,332 503,001 4.8%,
Operating rrants/contnibutions 3,066,398 3.022.340) f1.47%
Total revenues 516,729,684 316,089,403 (3.8)%
Expenditures:
Instruction 2,820,820 8,825,085 0.1%%
Support services 4,52{,636 4,414 047 {(2.4)%
Food service 719418 703,274 {(2.27%
Athletic 301,647 285,71 (5.3)%
Interest on long-term debt 756,127 734,363 (3.3)%
Depreciation 390.335 503,129 28.9%
Total expenditures $15.511 983 $15.465 580 {0.3)%
Change in net assets 1,217,701 623,814 {48.8)%
j Net assets-beginning of year (377.407) 840,294
!
: Net assets-end of year 3 840,294 § 1,464,108

_j "’_




Management’s Discussion and Analysis For Fiscal Year Ended June 31}, 2008- Continucd

+ Total actnal revenues were under budget by B84, 186 and total actual expenditures were under by
$103,734. Actual fund balance at June 30 was within 521,059 of budgeted fund balance; which is
approximately 1.5% of budected expenditures.

Capital Assets
At June 30, 2008 the Distrzct has $29,338 944 invested in capital assets including fand, buildings, fumniture,

vchicles and cquipment summarized as follows:

Balance Balance
June 30, 2007  Additions Delations.  Jung 30, 2008

Capital Assets £23,156,756 50,182,188 b - 529 338 6044
Less: Accumulated Depreciation {5.496.965) _ (503.125) - (2,000.094)
Net Investment Capital Outlay  $14.659,791  $5,679.059 ) - $20.338.850

‘The District’s major capital additions this yvear consisted of construction projects.

Debt

A summary of bonded indebtedness foliows:

Balance Balance
June 360, 2007 Mew Tebt Payments June 3, 2008
220,641,742 $ - B(630,000) 119,991,742

The other abligation 1s employee-compensated absences that 18 presented inmore detail in the netes 1o the
financial statements along with unamortized bond refinancing costs.

Currently Known Facts, Conditions and Decisions

The State foundation revenue is calculated bty multiplying the District's blended student count by the current
year foundation allowance. The blended count for the 2008/09 school yeur 13 25% of the February, 2008
student courtt and 75% of the September, 200% student count, Since State foundation revenue accounts for
66% of the Distnct’s folal General Fund revenue, student count is a critical component affecting the budget.
The budget for 2008/09 adopted in June, 2008 was bascd on an cstimate of 20 fewer students to be counted
in September. The overall national, state and local economic declmes have compelled the Thstrict to use a
conservative estimate of student count.

vi-




Management's Discussion and Analysis For Fiscal Year Ended June 30, 2008- Continued

The cost of all of the Distdet’s activities s year stayed approximalely the same at $15.465 589,
Comrespondingly, the District's total revenues decreased by 3.8% to $16.089,403. This decrease is
attributed in great part to a decrease in state toundation payments reflecting a decrease in the number of
students; and a decrease in Other reflecting a decrease in investment income reflective of the reduced cash
halances in the capital projects funds available to invest. In 2004, some activities were partially funded by
those who bencfited from the programs in the amount of 593,601 or by governmental subsidies of
$3.022 340. The ditference between these rwo figures and the total of the District’s expenditures of
$15,465580 is $11,849,648. This clearly points out the significant reliance placed on State unrestneted
resources of $9,053,329 and local taxpayers’ dotlars of $3,146,094 to fund the Disinict’s activities.
Consequently, the Board of Education and Administration must annually evaluate the needs of the District
to balance with available unrestricted funding.

The school district expenenced an increase of $623,814 in net assets. This was primarily due to an increase
in net capital assets due 1o the building project. The ditference between the change in net assets and the
vhange tn fund balance is provided in a reconciliation in the financial statements.

The Dvistrict's Funds

As of June 30, 2008 the combined governmental funds reported a fund balance of $1.817,992 or a decrease
of 83,781,049 over last vear.

¢ General Fund reperted a decrease of $10.672 to $262,924,

s Debt Funds showed an increase of $269.443 to $944,147 reflecting the additional deposit to the
QZAB account. Millage rates are reviewed annually to ensure the District assesses enough taxes to
piy the annual bend-related debt costs. These taxes can only be used to pay debt service vbligations.

* The special revenue fund balance decreased by $17.715 to 538,933,

« The Capital Projects Funds reflect a decrease of $6,022,105 due to the activity of the ongoing
construchion project.

General Fund Budpet Highlishts

Throughout the school year, the District momiors and resises its budget to account for continual changes in
revenues and expenditures. The Uniform Budect Act of the State of Michigan requires that the Board of
Education adopt a budget for the upcoming school year prior to July |, which is the start of the new fiscal
vear. Budget revisions are fomally adopted in Gotober, March and June, As part of the required
suppiemental information, a schedule showing original and final budget amounts compared to those actually
received and paid is part of the financial statements. Variances were as follows:

« State program revenues final budget increased by $60,336 over the original budget primarnily due to
an inerease i student and hugher loundation amount than what was onginally budgeted.. Local and
intermediate sources increased by 396,262 reflecting higher than originally budgeted tax and local
program revenues. Incoming transfers and other transactions increased by $98.207 over the artgmnal
budget to reflect an Act 18 transter (rom Mason-Lake ISD. The expenditure final budget side
increased by 5337,067 reflecting contract settlements with the distniet’s lahor groups.

. T




Management's Discussion and Analysis For Fiscal Year Ended June 30, 2008 - Centinued

The Distnicl used an estimated foundation amount of $7,300 in calculating, state revenues for the 2008409
budget. Once the final student count and per pupil funding is formalized, State law requires the District to
amend its budget if revenues plus fund balance are oot sufficient to fund original appropriations.

The budget {or 2008/09 basically maintains supply ling 1tems at the same level as 2007/08. The distriet had
four veteran teachers retire June 30, 2008 and will recall the teacher on layoff and replace the other
positions with beginning level teachers.

‘The district will finalize construction activity as the building project funded with the successful passage of a
hond proposal in February, 2006 comes to an end. The conipletion date for final projects is scheduled to be
November, 2008,

Contacting the School District’s Financial Management

This financial report 1s designed to provide the School Distnct’s citizens, taxpayers, customers, investors
and creditors with a general overview of the School District’s finances and to reflect accountability for the
money it receives. I you have questions about this report or need additional mlomation, contact the
Central Business Office, 300 W, Broadway, Scottville, M1 49454,

-¥ijl-




DENMIS, GARTILAND & NIERGARTH

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Education
Mason County Centrat Schoo] District

W have audiled the accompanying financial staternents of the poverranental activities, each major fund
and the aggregate remaining fund information of the Mason County Centraf School District (the “Schoot
Dnstrict”) as of and for the year ended Junc 30, 2008, which collectively comprise the School District’s
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the School District’s management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audil in accordance with auditing standards generally accepied in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards.,
issucd by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements arc free of material
misstaternent.  An audit includes examining, on a test basis, evidence supporting the amounts and
disctosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statcment
presentation. We believe that our audit provides a reasonable basis {or our opinions,

In our opinion, the financial statements referred to above present fairly, in all material respects, (he
respective financial position of the governmental activitics, cach major fund and the aggregate remaining
fund information of the Mason County Central School District as of June 30, 2008 and the respective
changes in financial position thereof for the year then ended in conformity with accounting principles
generully accepted in the Umted States of America.

in accordance with Government Auditing Standards, we have also issued our report dated September 19,
2008 on our consideration of the School Distrct’s internal control ever financial reporting and our tests of
its comphiance with certain provisions, laws, regulations. contracts and grant agreements. and other
matters. The purpose ol that report is to describe the seope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the infernal
control over financiat reporting or on compliance. That report s an integral part of an audit performed in
accordance with Government Auditing Standards and important for assessing the results of our audit.
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Roard of Fducation
Mason County Central Schoeol DHstrict
Page 2

The management's discussion and analysis on pages 1 - vii and the budgetary companson information on
page 23, are not a required part of the basic financial statements but are supplementary information
required by accounting principles penerally accepted in the United States of America. We have applied
certain himited procedures, which consisted principaily of inguines ol management regarding the methods
of measurement and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

(ur audit was conducted for the purpose of forming opinions on the financial staterents that collectively
comprise the Schoal District’s basic financial statements. The combining financial statements of non-
major governmental funds on pages 24 and 25 and the Schedule of Expenditures of Federal Awards on
pages 27 and 28, which is required by U1.S. Office of Management and Budget Crrenlar A-133, dudits of
State, Local and Government and Non-Profit Organizations, are presented for purposes of additional
analysts and are not a required part of the financial statements of the School District, Such information
has been subjected to the avditing procedurcs applied during the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the financial statements taken as a
whole.

o e =
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Mason County Central School District
STATEMENT OF NET ASSETS

June 30, 2008

ASSETS
Current assects
Cash and cash equivalents
[nvestments
Due fram other governments
Taxes receivable
Other receivables
Inventory

Total current assets

Non-current assets
Restricted cash
Restricted investmenis
Capital asscts, net of accumulaled depreciation

Total non-current axsels

Total assets

LIABILITIES AND NET ASSETS
LIABILITIES
Current liabilities
Accounts payable
State wid note payable
Salaries payable and related expenses
Other acerved expenses
Current portion of long-term obhigations

Total current liabilities
Meon-current portion of long-term oblipations
Total liabsiities

NET ANSETS
Invested in capitul assets, net of related debt
Restricted
Debt Service
Capital Improvements
School-based activities
Future unemplovment
Unrestricted {deficin

Total net assets
Total liabilities and net assets

The accompanying notes are an integral part of these statements.

{overnmental
Activitics

& 2,598,399
339

2,474,347
33.414
14,243
122,117

5,242 609

052
493,717
20,338,850

20,833,519

5 26,076,428

$ 80,874
2,350,000
1,397,610

180,956
772,372

4,781,812
19,830,508

24,612,320

20,513

820,879

371,988
35,619
23,000

(13.891}

1,464,108

$ 26,076,428
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Mason County Central School District

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2008

ARSETS
Cash and cash equivalents
Ihvestments
Due from other governments
Other receivables
Due from ather lunds
Inventorics - supplies and malenals
Restricted cash
Restricted invesiments

Total aswets

LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable and scorued expenses
Due e other funds
State aid anticipation note pavable

Total lisbilities

FUND BALANCES
Reserved for Debt Service
Reserved for futare unemployment
Eeserved for capital improvements
Reserved for adull ed
Reserved for inventories
Lnreserved

General Fund

Total find balances

Total liabilisies and fund balances

Reconcilistion of Governmental Fund Balances o District-Wide Government Activities Net Assets

Amouts reponted for povernmemiad aelvitics in the statement of oot assets are different bacanse:

Capital gssets used in povernmental activities are not financial resources and, therefore, are nat
reported a5 asgets in governmental funds. The cost of the assets is $29.238,944 and the

aceumulated depraciation is S8.000.004,

Property tases reveivable will be collecied in the next fiseal year, but are not available soon enough o

pay for the curremt period's expenditures and, therefore, ave nol reported as assels in the funds.

Long-term liabiliues, including bonds payable, are not due and payable in the curren: peciod amd,
therefore. are not reported as labilities i the funds. Long-erm liabilities at vear-end consist of!

Total net assets - govermmental activities

The accompanying notes are an integral part of these financial statements.

Capital Capital Crtier Total
General Projects Projects Governmenlal  Governmental
Fund fund A Fund B QZAB Funds Funds

1,330,007 § 39221 B 235048 5 450523 % 2598309
- 389 - - 3x9
2,455,155 - 15492 2474347
11,382 - - 2361 14,243
16,733 - B0 H.5R2 24,120
14,130 - - 47 9TH 122,117
- - - G52 032
- - 443,717 403,717
4,088,121 § AR2AI0 §  Xeads I o1uzi, 105 5 5728284
1475197 3 43,735 b 2514 5 14,705 ¥ L536.172
- B0 - 3330 24,120
2,330,000 - - - 2,350,000
3 H25197 44,558 2504 0 3RD2S 3010262
- - - wa4.147 944,147
23,600 - - - 23,000
- 343,054 225934 - 5T1L.988
586 - - GRE
74,130 - InM33 113,572
1639 - - 1630099
262.024 348.054 223,934 933,080 1LR17.992

3 4088121 3 392610 5 126448 5 1021105
20,338 B30
33,414

Bonds pavable 519,991,742

Unamortized bond relioancing vosts (314, 13)

Acvrued interest on the bonds 123 288

Unamertized bond premium E R
Avcumulated leave tiability 284 543 §20.726.143)

¥ 1464108

-6-




Mason County Central School District

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

Revenues
Property taxes
Interest
State revenues
Federal reveanues
{ther

Total revenues

Expenditures
Instruction
Supporing Services
VFood Service
Athletics
Dbt Service

Principal

Interest

Orher
Capital outlay

Total expenditures

REVENUES OVER {UNDER)
EXPENDITIIRES

Cher financiog sources {uses)
Cperating transfers
Crperating transfirs cwl
Total other fimancing sources [uses)
REVENUES (UNDERY OVER
EXPENDITUERES ANTY OTHER
FINANCING SOURCES {L'SES)

Fund balance, beginning of vear

Fund balance, end of year

Year Ended June 30, 2008
Capital Capital Other Total
Creneral Projects Projects Governmental  Governmental
Fund Fund A Fund B QZAR Funds Funds
81646563 § - % FOLA91073 O 3137736
48,801 111,333 51,642 22,644 234,420
10,111,432 - - 31437 10,142,869
653,432 - K] ERU.AY By A2l
1,203,766 - IROR33 1,593,599
13,663,994 111,333 51.642 2254 078 16,081,045
B 886,991 - - - 3.586.99]
4,410,305 - - 4,410,305
- - 703,274 703,274
- - 285721 285,721
- - 630,000 630,000
- - 759,873 759873
2,692 200 H50 3742
3.R09 250 2,282 938 - 8,182 188
13.297.2496 3,901,942 2,283 138 2379718 21362004
366,698 {3, 790.6049) {2.231.490) (125.0642) (5,781,049
- - - ITT AN 379,370
{377,370} - - (377,370
{377 31 - - 377370 -
{10.672) (3,790,609} (2.231.496) 251,728 (5781049
273,59 4,138,663 245543 731.352 7595041
5262424 % B0 5 223934 % 9830R0 0§ 1R17.002

The accompanying notes are an integral part of these financial statements.




Mason County Central School District

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT
OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES WITH THE DISTRICT-WIDE STATEMENT OF ACTIVITIES

Ycar Ended June 30, 2008

Total net change in fund balances - govermmental funds $(5,781.049)

Amounts repoited for governmental activities in the statement of activitics arc different because:

Capital outlays to purchase or build capital assets are reported in the governmental funds as
expenditures. However, for governmental activities those costs are shown in the statement
and allocated over their estimated useful lives as annual depreciation expenses in the
statement of activitics. This is the amount by which capital outlays exceed depreciation
in the period,
Capital outlays $6,182.188
Deprecialion cxponse {503,129} 5675058

Becausc some property laxes will not be collected for several mmonths after the School District's
fiscal year-end, they are not considered as "available’ revenues in the governmentai funds; they
are however, recorded as revenues in the statement of activities. ‘Lhis 15 the amount by which
current year uncollected property taxes exceed prior year collected taxes in the peniod. 8.358

In the statement of activities, certain operating expenses - compensated absences -
are measured by the amounts earned during the year. In the governmental funds, however,
expenditures for these itemns are measured by the amount of financial resources used
{essentially, the amounts actually paid). This year, comnpensated absences eamesd were less
than amounts paid by $2.436. Accumulated termination pay earmned was less than amounts
paid by 352,500. 61,936

Repayment of bond principal {including refunding) is an expenditure in the governmental [unds,
but it reduces long-term liabilities in the statement of net assets and does not affect the

statement of activilics. 630,000
Amortization of deferred refunding costs. {30.104)
Amortization of deferred bond premium. 52,100

Interest on long-term debt in the statement of activities differs from the amount reported in the
povernmental funds because interest s recorded as an expenditure in the funds when it 15 due,
and] thus requires the use of current financial resources. In the statement of activities, however,
interest expense is recognized as the interest accrues, regacdless of when it is due, The preater
amount of interest reported in the stalement of aetivities is the net result of the increase

in accrued interest on bonds payable, 3.514
Change in net assets of governmental activities $ 623514

The accompanying noles are an integral part of these financial statements. -8-




Mason County Central School District
STATEMENT OF FIDUCIARY NET ASSETS

Tune 30, 2008

ASSETS
Cash and cash equivalents
Accounts receivable

Total assets

LIABILITIES
Accounts payable
Due to student groups

Total liabilities

The accompanying notes are an ntegral part of these financial statements.

Agency
Fund

$ 354,235
6,719

$ 360,954

5 4273

356,681

$ 360,954




Mason County Central School District

NOTES TO FINANCIAL STATEMENTS

NOTE A -SUMDBMARY OF SIGNIFICANT ACCOUNTING POLICIES
Introduction

Mason County Central Scheol Distoct (the **School Distnict™) is a Michigan public school district
consisting of two clementary schools, a middle school, high school and carly childhood center. The
School District primarity serves portions of Oceana, Lake and Mason Counties. As of June 3, 2008,
the School District employed 102 professional statt and 125 non-professional staff and had 1530
students enrolied within its School District.

The accounting policies of the School District conform to generaily accepted accounting principles as
applicable to governments. The School District 1s considered Lo be a local governmend unit.

The accounting and reperting framework and the more significant accounting principles and practices
of Mason County Central School District are discussed in subsequent scctions of this note. The
remainder of the notes are orpamized to provide explanations, including required disclosures, of the
School Distnict’s financial activities for the fiscal vear ended June 20, 2008,

The Financial Reporting Entity

Mason County Central School District’s Board of Education (the “Board™) is the hasic level of
government which has oversight responsibility and control over all activities related to the public
school education. The Board receives funding from local, Staie and Federal governmental sources and
must comply with the concomitant requirements of these funding source entities. However, the Board
is not included in any other governmental "reporting entity” as defined in GASDE proncuncements,
since Board members are elected by the poblic and have decision-making authority to levy taxes, the
power to designate management, the ability to signthicantly influence operations and primary
accountability for fiscal matters. In addition, under the cniteria of the GASDE pronouncements. student,
parent and teacher organizations arc not included., except to the extent that the schools hold asscts in
the capacity of an agent.

CGavernment-Wide and Fund Financial Statements
Government-Wide Financial Statements

The statement of net assets and statement of activities display information about the School Thstnict as
a whole, except for its fiduciary activities, Individual funds are not displayed.

-10-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The statement of activities reports the expenses of a given function offset by program revenues directly
connected with the functional program. A function is an assembly of similar activibies and may
include portions of a fund or summarize more than one fund to capture the expenses and program
revennes associated with a distinet functional activity. Program revenues include: (1) charges for
services which report fees, lines and forleitures, and other charges to users of the School District's
services; {2) operating prants and contributions which finance annual operating activities including
restricted investment income; and (3} capital grants and contributions which fund the acquisition,
consiruction or rehabilitaion of capital assets. These revenues are subject to externally imposed
restrictions to these program uses. Taxes and other revenue sources not properly included with
program revenues are reported as general revenues.

Fund Financial Statemenis

The balunce sheet and statement of revenues, expenditures and changes in fund balances (i.e., fund
financial statements) for the School District’s governmental funds are presented after the povernment-
wide statements. These statements display information about major funds individually and non-major
funds in the aggregate for gevermmental funds. Major lunds are generally those that represent 10% or
more of povernmental fund asscts, liabilities, revenues or expenditures.

Measurement Focus, Basis of Accounting and Financial Statemient Presentafion

The financial statements of the School Disinel are prepared mn aveordance with generally accepted
accounting principles {"GAAP”). The School Instrict’s reporting entity applies all relevant
Governmental Accounting Standards Board (“GASB™) proncuncements and applicable Financial
Accounting Stendards Board (“FASB™) pronouncements and Accounting Principles Board {("APB™)
opinions jssued on or before November 30, 1989, unless they conflict with GASB pronouncements.
The School District’s reporting entity does not apply FASB pronouncements or APB opinions 1ssued
after November 30, 1989

The government-wide staterments report using the economic resources measurement tocus and the
accrual basis of accounting, pencraltly including the reclassification ar climination of internal activity
{hetween or within funds). Reimhursements are reported as reductions to expenses. Fiduciary fund
financial statements also report using this same focus and basis of accounting, although internal
activity is not climinated in these statements. Revenues are recarded when carned and expenses arc
recorded when a lability 15 incurred, regardiess of the timing of related cash flows. Property taxes are
recognized in the vear for which they are levied while grants are recognized when grantor eligibility
FCQUITCINGts arge met,

Oovernmental fund financial statements report using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized when they are both
measurable and available. Available means collectible within the current period or soon enough
thereafier to pay current habilities. The School Distnct considers revenues to be available if they are
collected within 60 days of the end of the fiscal year. Expenditures are recorded when the related fund
liabality is incurred, except for general obligation bond principal and interest which are reported as
expenditures in the vear due.

-1]-




NOTES TO FINANCIAL STATEMENTS - Continned

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Major revenue sources susceptible to acerual include property taxes, intergovernmental revenues and
mvestrmnent income. In general, other revenues are recognized when cash is received.

Fund Types and Major Funds
Activities in Major Funds

The General Fund s the general operating fund of the School Distnet. Tt 15 used to account for all
linancial rescurces except those required to be accounted for in another fund.

The Capital Projects Funds are used to account for financial resourees to be used for the acquisition or
construction of major facilities. The major Capital Projects Funds used by the School Distnict are the
Fund A and Fund B QLAB.

Cther Governmental Funds

The Special Revenue Funds are used to account for the proceeds of specific revenue sources that are
legrally restnoted 1o expenditures for special purposes. The Food Service and Athletic Funds are

aceounted for as Special Revenue Funds,

The Debt Service Funds arc used to account for the accumulation of resources for, und the payvment of,
bond principal, interest and related costs.

Fiduciary Funds

The Agency Fund aceounts for assets held by the School District as an agent for individuals. private
organizations, other governments or other funds, Agency Funds are custodial in nature {asscts equal
labilines) and do not involve measurements of results of operations. The Stdent Activity Fund is an
Apgency Fund.

Cash and Equivalents

The School Distnct’s reporting entity considers highly liquid investments {including restricted assets)
with an original matunity of three months or less when purchased to be cash equivalents.

Investments

Investments are reported at fair value which is determined using selected bases. Short-lerm
investments are reported at cost. which approximates fair value.

fnveniories
Inventarics in governmental funds consist of expendable supplies held for consumption stated on a
first-in, first-out basis. They are reported at cost, which ts recorded as an expenditure at the time

individual inventory ilcms are used.
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NOTES TO FINANCIAL STATEMENTS - Continucd

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLLCIES - Conbinued

Capital Assels

Capital assets are recorded at cost or, if donated, the fair value at the time of donation. Capital assets
are depreciated over their estimated useful lives ranging from 3 to 40 years. The School District
generalty capitalizes assets with cost of £3,000 or more as purchase and construction cutlays pecur.
Mo depreciation is recorded on land. Expenditures for major renewals and betterments that extend the
useful tives of the capital assets are capitalized. Expenditures for maintenance and repairs are charged
to current expenditures as incued, Depreciation is computed using the straighl-line method. When
capital asscts are disposed, the cost and applicable accumulated depreciation are removed from the
respective accounts and the resulting pain or loss is recorded in operations.

Estimated useful lives, in vears, for depreciable assets are as follows:

Buildings 30-40 years
Improvements, other than buildings 15-20 years
Vehicles 8 years
Fumniture. machinery and equipment 5-20 years

Long-Term Debt, Deferred Debr Expense and Bond Disconnts/Premiums

In the government-wide financial staternents, outstanding debt is reponted as a liability. Bond
issuances costs, bond discounts or premiums, and the difference between the reacquisition price and
the net carrying value ¢f refunded debt are capitalized and amorlized over the lerns of the respective
bonds using a method that approximates the effective interest method.

The govermmental fond financial statements recognize the procecds of debt and premivms as other
financing sources of the current period. [ssuance costs are reported as expenditures.

Fund Fquity

The governmental fund Binancial statements report reserved fund balances fur amoeunts not available
for appropriation or fegally restncted for specified purposes.

Program Reveres
Program revenues derive directly from the program itself or from outside parties far the restricted use
in a particular program. On the statement of activities, program revenucs reduce the net cost of the

various functions to reflect the amount which 1z financed from the School [Ystrct's general revenues.

‘The School District’s mest significant program revenucs are Title I, At-Risk and School Lunch
Programs, which are reported as operating grants and contributions.

Spending Policy

The School District’s policy is to apply restncted revenues first when an expense 1s incurred for
purpeses when both testncted and unrestmcted net assets are available.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Encumbrance Accounting

The School District formally records encumbrances in the accounting records during the year as a
normal practice. In accerdance with generally accepted accounting principles, outstanding
encunbrances at year-cnd for which goods or services are received are reclassified as expenditures and
accounts payable. All other encumbrances in the anmuat budgeted funds are reversed at year-end and
arc cither canceled or are included as reappropnations of lund balance for the subsequent year.

Allocation of Expenses

The School District reports cach function’s direct expenses, those that are specifically associated with
a service, program or department and, thus, are clearly identifiable to a particular fanction,

The School District has elected to not allocate indirect expenses.
Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generally accepted accounting principles
requires mapagement o make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and hiabihities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual amounts could
differ from those estimates.

NOTE B - CASH AND INVESTMENTS
Bank Depasits

At June 30, 2008, the School Distriet’s cash and investments include the following:

Balance Sheet Classilication

Cash and Eqwvalents Investments Total
Bank deposits and cash on hand E1,331,118 £ - 81,331,118
Investments in financial institution
pooled funds 1,622,468 ; 1,622,468
Investments - 494,106 494,106
12,953,586 5404, (10 $£3.447.692

Cash of all the funds of the School District is on deposit with tinancial institutions which provide
FDIC insurance coverage, or in highly liquid peoled moeney funds.

Custodial Credit Risk - Deposiis

In the event of a bank failure. the School District’s deposits may not be returned to it. As of June 3@,
2008, $1,350,129 of the School Dristrict’s bank balance of $1,481,39% was exposed to costodial risk
because 1t was vninsured and uncollatoralized.

-14-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE B - CASH AND INVESTMENTS - Continued

Investmernls
.. .. 1nvestment Maturities (i years}) o
[nvestment Type Fair Valug Current I-5 &-10 More than 1D
Financial institution
pooled funds 51.622 468 $1.622 468 % - £ - s -
(1.8, Government Issusy 494 106 404, 106 - -
$2116574 $2116574 § - § - 0§ -

Interest Rate Risk

In accordance with the School Distnet's investment policy, the School District will minimize interest
rate nsk, which is the risk that the market value of securities in the portfalio will fall due to changes in
market intcrest rates by struclunng the invesiment portfolio so thal secunties mature to meet cash
requirements for ongoing operations. thereby avoiding the need to sell securities in the open market
and mvesting operating funds primarily in short-tenn securities and limiting the average matrity in
accordance with the School Distnet's cash requirements.

Credit Risk

State law limits investments in commercial paper and corporate bonds to a prime or better rating
issued by naticenally recopmized rating organizations. The School District's investment policy further
limits its investment choices to investments considered to be “low-risk™. The investments in financial
mstitution pooled funds were unrated at June 30, 2008,

NOTE C - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENUE
Property Taxes Receivable, Deferred Revenue and Property Tax Calendar

Propetty taxes are levied, billed and attached as enforceable liens in July of the School Disinel’s fiscal
year. Townships within the School District collect and rermit taxes until February 15, at which time
the uncollceted real property taxes are lumed over to the counties as delinguent. Delinquent real
property taxes are funded by the county and remitted o the School District. Delinquent personal
property tax remains a receivable until collected from the taxpayer by the townships and remitted to
the School District. In the governmental fund financial statements, if delinquent taxes are not paid
within 60 days of year-end, they are recorded as deferred revenue. In the government-wide {inanciai
statements, property taxes receivable and related revenue include all amounts due the Scheol Thistrict
regardless of when cash is recetved. Over time, substantially all property taxes are collected.

During the fiscal vear, $16.6780 per 81,000 of equalized non-homestead property value of
$99.,053,059 was levied for pencral operaling purposes. For debt service purposes, $3.80 per $1,000
ol equalized homestead and non-homestead property value of $257,601,284 was levied.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE C - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENLIE -
Continued

Intergovernmenial Recefvables and Deferred Revenue

intecrpovernmental receivables are pnmanly comprised of amounts due from the State and Federal
governments. Revenue is recorded as eamned when eligibility requirements are mel. Grant revenues
deferred in the governmental fund financial statements include uneamed revenue and revenue recerved
more than 60 days following year-end (unavailable to pay liabilities of the current period). Deferred
revenue received after 60 days is fully recognized as revenue in the govermment-wide statements 1f
grantor eligibility requirements are mel.

Amounts due from other governments at June 30, 2008 are as follows:

Due from the State of Michigan

State aid £1.830.697
Other Stale grants 101,602
Other 342.04%
82,474,347
NOTE D - INVESTMENTS IN CAPITAL ASSETS

Investments in capilal asscls consist of the tollowing:

Balance Balance
June 30, 2007 Additions Deletions June 30, 2008
Site improvements L 1,1R5278 % - 5 - § 1,1%5278
Buildings g 207,341 - - 9,207,341
Furniture and fixtures 1,607,319 481,686 - 2. 089,005
Construction in progress 10,013,956 5,700,502 - 15,714,458
Buses and vehicles 392,004 - - Ho2. 004
Total 22 905,988 6,182, 1E8 - 20088,176
Less accumulated depreaiation (¥.496,9635) {503,129 - {9.000,004)
[.and 250,768 - - 250,765
Total capital assets, net 514,659,791 $5,679,059 % - 338 BS

Depreciation expense of $503.129 was unaliocated in the statement of activities.

MNOTE E - STATE AID ANTICIPATION NOTE PAYABLE

The State aid anticipation note is secured by July and August State aid payments, bears interest at
3.44% and 15 due October 22, 2008,
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE F - LONG-TERM LIABILITIES

Changes in long-term debt during the year ended June 30, 2008 were as follows:

Begzinning ew Payments’ Ending Cutrent
Balunwe Dbt Extinguishunent Balance Porion
Crenceral obligation bonds F20.6021,742 by {630,000} f1o.001 742 §727.53R
Lingmartized refinancing costs (344.205) 3001404 {314,101 (30,104)
Unamortized bond premiam au2 196 {52,1040) &40 650 42,100
Accumulated leave lability 253979 {4.434) 284,543 22,818
Tenmination benefils ArELD {52.500) - -
Long-term deb June 30, 2008 $2],316,812 T 713932 SHLADT RED 2T

Payments on general oblipation bonds are made by the Debt Service Funds. The accumaulated leave

liability will be liquidated prnimarily from the General Fund.

At June 30, 2008, the Scheol District's long-term debt consisted of the following:

2005 Refunding Bonds, due in annual installments of 5145000 to $570,000

through May 1, 2013; average interest rate of 3.85%.

2006 School Brilding and Site Bonds {QZAB): duc in May 2020, no
annual installments; 0% interest rate,

1998 Schoel Improvement Bonds (Durant); due in installments of $3,8%4
to $9,079 through May 15, 2013; averape interest rate of 4.761353%. This

debl will be repaid using revenues provided by the State of Michugan

specifically for this purpose; should the State not provide these revenues, the

School District is not liable for repayment of these bonds.

2002 Encrgy Conscervation Improvement Bonds; due in annual installments
of $75,000 to $150,000 through May 1, 2017, average interest rate of 3.5925%.

2006 School Building and Site Bonds; due in annual installments of

$50,060 to $1.170,000 through May 1, 2026; average interest rate of 4.61776%,

Total general abligation bonds payable
Unamortized bond refinancing costs
L'namortized bond prenium
Accumulated leave lizbility

Total long-term debt

At the School Distnct’s option. bonds can be redeemed pnor to maturity at a premium.

% 2,610,000

3,401,764

72,078

1,110,000

12,790.000
19,991,742
(314,101)
640,696
184,543

320,602,880
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NOTES T} FINANCIAL STATEMENTS - Continued

NOTE F - LONG-TERM LIABILITIES - Continued

Tolal annusl reguirenents to amorize bonds as of June 30, 2008 is as follows:

Years Ending
June 30, Proncipal Interesl

2009 S 727,538 S 741,380
2010 827 ROT 715,196
2011 863273 684,645
2012 03,6660 645 828
2013 287.604 626,240
2014-2018 4,255 000 2477612
2019-2023 2,066,704 1,462,563
2024-2026 3,360,000 312,250

‘I'otals $16,99],742 51,665,212

Interest expense for the vear ended June 30, 2008 was $734,363 and interest paid for the year ended
June 30, 2008 was 7530 873,

Avcumulated Leave Liakifity

Employees ol the School Distict accumulate days of compensated sick leave, as specified by the
bargaining vnits” contract. This benefit vests after one year of emplovment. Upon either resignation
or retirentent. the employees are compensated at daily rates specified in the bargaining units’ contracts.

2006 Nchool Brilding and Site Bonds (QFAR)

The 2006 School Building and Site Bonds are "qualified zone academy bonds" {("QZAB") under
Section 1397E(d)6) of the Internal Revenue Code, allowing holders of the bonds certain income tax
credits, The QZAB bonds are due in May 2021 but require annual deposits ol 5242953 inle an
cecrow account beginning May 2008, The escrow account balance was 5494669 at Junc 30, 2008,
The escrow deposits plus the interest earned thereon, which is fixed at 2.65%., will be sufficient to pay
off the bonds upon maturity, Any spread from the escrow account will be paid to the purchaser of the
honds.

NOTE G - RISK MANAGEMENT

The School District is exposed o vanious nsks of Toss related to torts, thefl of, damage o and
destruction of assets; errors and omissions; injuries to employees: unemployment bencfits, and natural
disasters. The School Dastrict manages its risk exposures and provides certain employee benefits
through a combination of self-insurance and nsk management pools.

The School District pays unemployment claims on @ reimbursemenlt basis through the Burean of
Workers' and Unemployment Compensation ("BWLUC") As BWLIC pays eligible recipients benefits,
this amount 15 billed to Mason County Central School District. At June 30, 2008, there were no

stgnificant unbilled claims.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE G - RISK MANAGEMENT - Continued

The School Pistoet participates in SET-SEG’s risk management pools for worker's compensalion
claims, liability insurance and emmors and omssions coverapes. SET-SEG was established pursuant to
taws of the State of Michigan which authomze local units of government to jointly exercise any power,
privilege or authority which each might exercise separately. The purpose of SET-8EG 1s to provide
couperalive and comprehensive risk fivancing and risk control services, SET-SEG provides risk
management, underwnting, reinsurance and claim review and processing services for all member
governments pursnant to its charter.

The Schoal Distnet makes anmual contributions to SET-SEG based on actuanial studies using historical
data and insurance industry statistics. These contnbutions are: paid from the General Fund. Such
contributions as received by SET-SEG’s General Fund are expended for reinsurance coverage, claim
pavments and ceriain general and administrative costs, whereas resources in the Member Retention
Fund are used for less payments and defense costs up to the member’s self<insuranee retention lhmits
along with ¢erlain other member-specific costs. Any refunds from SET-5EG are deposited in the
Schooi Distnet’s General Fund,

NOTE H - BALANCES AND TRANSFERS/PAYMENTS WITHIN THE REPORTING ENTITY
Receivables and Payables
Qutstanding balances between funds reported as “due to/from other funds” include outstanding

charges by one fund to another for services or goods, subsidy commitments outstanding at year-end
and other muscellancous reccivables/payvables between funds.

Interfund Interiund

Fund Rcceivable Payable
General Fund 5 16,738 5 -
Capital Projects A - A1
Capital Projects B Q7Z.AB 806 -
Other governmental funds 6,582 23,320

3 24,120 80 241210

Transfers and Paymernty

Transfers and payments within the reporting entity are substantially (or the purposes of subsidizing
opcrating functions, funding capital projects and assct acquisitions or maintaining debt service on a
routine basis. Resources are accumulated in a fund to support and simplify the administration of
VATIOUS Projects or proyrams.

The govermument-wide statement of activities elminates transfers as reported withun the segregated
governmental activibies columns. Dunng the year ended June 30, 2008, the General Fund transferred

payments of 230,239 to the Athletic Fund and 3147131 to the 2002 Debt Service Fund.
-19-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE I - PENSION PLAN

The School District contributes 1o the Michigan Public School Employees® Retirument Syslems
{“MPSERS™), a cost-sharing muitiple-employer defined benefit pension plan administered by the State
of Michigan Department of Management & Budget Office of Retirement Services{"ORS™). MPSERS
provides retirement. disabality, death and post-cmployment health benefits to plan members and
beneficiaries. Member Investment Flan (“MIP™) participants receive enhanced benefits compared to
Basic Plan participants. Benefits are safegoarded by Article IX, Section 24 of the Michigan
Constitution. Public Act 300 of 1980, as amended, assigns authority to cstablish and amend benefit
provigions to the State Lepislature. MPSERS issues a publicly available financial report that includes
financial statements and required supplementary information. That report may be oblained by wnting
to MPSERS, PG Box 30171, Lansing, M1 48909, by calling (517) 322-5103, or on the State of
Michigan’s website (& www nrichigan.gov.

Funding Policy

Plan members who participate in MIP are required to contribute 3.0% to 4.5% of their annual covered
salary; plan members whe pariicipate in the Basic Plan may not contribute to the plan; and the School
District is required to contribute at an acruarially determined rate using the individual entry age
actugrial cost method. The rate was 17.74% for the peniod July 1, 2007 to September 30, 2007 and
16.72% for the peried October I, 2007 through Jupe 30, 2008 of annual covered pavroll. The
cotribution requirements of plan members and the School District are established and may be
amended by the Sue Legislature, The School Distnet's contnbutions lo MPSERS for the vears ended
June 30, 2008, 2007 and 2006 were $1,352,141, 51,425,189 and 81,362,274, respectively, equal to the
required contribution for each vear.

Post-Employment Benefits

Linder the MPSERS Act, all retiress participating in the MPSERS pension plan have the option of
continuing health, dental and vision coverages. Retirees having these coverapes contribute an amount
giguivalent to the monthly cost lor Part B Medicare and 10%% of the monthly premium amount tor the
health, dental and vision coverages. Required contributions for post-emiployment health care are
included as part of the School District's total contribution to the MPSERS plan discussed above.

NOTE J - COMMITMENTS AND CONTINGENCIES
Capital Projects
The Capital Projects Funds account {or activity related to the construction of & new elementary schoo]

and renovation of existing facilities. Cumulative expenditures recepnized for the construction period
are 317,240,713, The project is expected to be completed by June 30, 2009.
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NOTES TO FINANCIAL STATEMENTS - Continuzed

NOTE J - COMMITMENTS AND CONTINGENCIES - Continued
Collectively Bargained Employment Agreements

The teachers of the School District are orgamzed under the Mason County Central Education
Association. The Board of Cducation and the Mason County Central Education Association had a
contract for the year ended Junc 30, 2008, Under this agreement, the salary schedule allows for a
2.25% increase n salaries for all teachers at Steps | and above. Teachers also receive a longevity
bunus at Steps 14, 19, 24 and 28, ranging from $1.691 10 $7,32%.

Federal and State Grants

In the normal course of operatiens, the School Dstrict receives grant funds from various Federal and
State agencies. The grant programs are subject to andit by agents of the granting authorities, the
purpise of which is to ensure compliance with conditions precedent 1o the grenting ol lunds. Any
liability for reimbursement which may arise as the resuit of these audits is not believed to be matenal.
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COMBINING FINANCIAL STATEMENTS OF
NON-MAIJOR CGOVERNMENTAL FUNDS
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Note |

Note 2

Nole 3

Note 4

Mason County Central School District
KOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARD:S

June 30, 2008

The Schedule of Expenditures of Federal Awards is prepared on the accrval basis of
accounting.

Management has reported that expenditures in this Schedule of Expenditures of Federal
Awards are equal to those amounts reperted in the annual or linal cost reports. Unallowed
dilferences, it any, have been disclosed to the auditer.

The fmaneial reports, incloding claims for advances and reimbursements and amounts claimed
or used for matching are timely, complete, accurate and contain information that is supported
by the books and records from which the basic financial statements have been prepared. Grant
receipts reported on lhe Schedule of Expenditures of Federal Awards, as passed through the
Michigan Department of Education, reconeile to the Grant Section Audttor’s Report (R7120).
Unreconciled differences have been disclosed to the auditor.

A reconciliation of expenditures on the Schedule of Expenditures of Federal Awards™ sourccs
on the financial statements 1s as follows:

Federal expenditures per Schedule of

Expenditures of Federal Awards 5063217
Timing differences _ 9204
Federal spurces per financial statements 072,421
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DENMIS, GARTLEAND & NIERGARTH

REPORT ON INTERNAL CONTROL OYER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PEFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education
Mason County Central School District

We have audited the financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of Mason County Central School District (the "School District") as
of and for the yeur ended June 30. 2008, which collectively comprise the School District's basic financial
statements and have issucd our report thereon dated September 19, 2008, We conducted our audit in
aceordance with auditing standards generally accepted in the United States of America and the standards
applicable o financial audits contained in Government Auditing Standards, issued hv the Comptroller
General of the United States.

Taternal Control Over Financial Reporting

In planning and performing our audit, we considered the School Distriet's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not for the purpuse of expressing an opinion on the cffectiveness of the
School Distnict's internal control over financial reporting.  Accordingly, we do not express an opinion on
the effectiveness of the School District's internal control over financial reporting.

Our consideration of internal control was for the limited purpose desceibed in the preceding paragraph and
would not necessarily identify all deficiencies in internal control gver financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified certain
dehiciencies in intemal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
ernployees, in the normal coursc of perfurming their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deliciencies,
that adversely affects the School District's abiliry to initiate, authorize, record, process or report financial
data reliably in accordance with generally accepted accounting principles such that there is more than a
remote likehihood that a misstatement of the School District's financial statements that is more than
inconsequental will not be prevented or detected by the School District's internal control. We consider
the deficiencies described in the accompanying Schedule of Findings and Questioned Costs, as {inding
2008-1 and 2008-2, to be significant deficiencies 1o internal control over financial reporting,

M miGer o
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Board of Education
Mason County Central School District
Pape 2

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
mere than a remeote likehhoed that a material misstatement of the financial statements will not be
prevented or detected by the School District's internal control.

Our consideration of the internal control gver financial reporting was for the immited purpose desenbed 1n
the first paragraph of this section and would not necessanly identify all deficiencies in the intemal control
that might be sigmficant deficiencies and, accerdingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses, However, w believe that both the
significant deficiencies described above are material weaknesses.

Compliance and Other Matters

As parl ol obtaining reasonable assurance about whether the School District's financial statements are free
of material misstatcment, we perlormed tests of its complianee with certain provisivns of laws,
regulations, contracts and grant agreemenis, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an cbjective of our andit and, accordingly, we do nol cxpress such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Governmenl Auditing Standards.

The School Distnict's response to the findings 1dentified in our audit is descnbed o the accompanying
Schedule of Findings and Questioned Costs. We did not audit the School District's response and,
accordingly, we express no opinion on it

This report is intended solely for the information and usc of the audit committee, the Board ol Education,
management, Michigan Department of Education, Federal awarding ageneies and pass-through entities
and is not intended to be und should net be used by anyone other than these specified parties.

,%’zxuri C;Q’F/?é’}?f/ 5‘ '(r;:iy{? ?z"‘}{

September 16, 2008
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DENNIS, GARTLAND & NIFRGARTH

REPORT OF COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Mason County Central School District

Compliance

We have andited the compliance of Mason County Central School District {the "School District”) with the
types of comphianee requirements described in the UL.S. Office of Management and Budget ("OMB™)
Crreular A-133 Compliance Supplement that are applicable to each of its major Federal programs for the
year ended June 30, 2008, The School District's major Federal programs are identified in the summary of
auditor's results sechion ol the accompanying schedute of findings and questioned costs. Compliance with
the requirements of laws, regulations, coniracts and grants applicable to each of its major Federal
programs is the respensibility of the School Mistriet’s management. Our responsibility is 10 express an
optnion on the School Distniel's compliance based on our audit.

We conducted our audit of compliance in aceordance with auditing standards penerally accepted in the
Linited States of Aunerica; the standards applicable to financial audits contained in Govermmnent Anditing
Standards. issued by the Comptroller General of the United States; and OMB Circular A-133, Audits af
States, Local Governments and Non-FProfit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and matenial effect on
amajor Federal program occurred. An audit includes examining, on a test basis, evidence about the
School Dstrict's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
epinion. Our audit does not provide a legal determinarion on the School District's compliance with those
FOQUITCINETELS.

In our opinion, the Mason County Central School District complied, in all material respects, with the
requiretnents reterred to above that are applicable to each of its major Federal programs for the year ended
June 30, 2008,
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Board of Education
Mason County Central Schoop) District
Page 2

Internal Control Over Compliance

The management of the School District 15 respongible for establishing and maintaining effective internal
control over compliance with requirements of laws, repulations, contracts and grants applicable to Federal
programs. In planning and performing our audit, we considered the School District's internal control over
compliance with the requirements that could have a direct and matenal effect on 2 major Federal program
mn order to determine our auditing procedures fur the purpose of expressing our opinion on compliance,
but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of School District's internal control over
compliance.

A control deficiency i an entity’s internal control over compliance exists when the design or operation of
a controel does not allow management or emplovees, in the normal course of pertorming their assigned
functions, to prevent or detect nencompliance with a tvpe of compliance requirement of a Federal program
an a timely basts. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely aflects the enlity’s ability 1o administer a Federal program such that there 1s more than a
remote likelihood that noncompliance with a type of compliance requirement of a Federal program that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness 1s a sigmficant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material nencompliance with a type of compliance requirement of a
Federal program will not be provented or detectled by the entity's internal control.

Our consideration ol intermal conlro] over compliance was for the limited purpose described in the first
paragraph of this section and would not necessanly identify all deficiencies in internal control that might
be sigmiicant deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over compliance that we consider to be matenal weaknesses, as defined above,

This report is intended seiely for the information and use of the audit cominittee, Board of Education,

management, Michigan Department of Education, Federal ewarding sgencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified partics.

_(:/J:?JHNJ {;(f?/éfxzféﬂ /[z’f?/(?(fr’//{

Septermmber 19, 2008




FPrior Year

Mason County Central School District

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

June 30, 2008

Findings in Accordance with Governmental Auditing Ntandards

Finding Number 2007-1

Criteria: All Michigan school distncts are required to prepare financial statements in
accordance with generatly accepted accounting principles {"GAAP"). Thisisa
responsibility ef the Schoel District's management. The preparation of financial statements
in accordance with GA AP requires internal controls over both (1) recording, processing and
SUMManzing accounting data (e, maintaining intemal books and records), and (2)
reporting government-wide and fund financial statements, including the related footnotes
{1.e, external financial reporting.)

Condition: As 15 the case with many smaller and mnediumn-sized entities, the School
Distraet has at times relied on 1its independent external auditors to assist in the preparation
of the government-wide financial statements and footnotes as parl of its extemal financial
reporting process. Accordingly, the School District's ability to prepare financial statements
in accordance with GAAP is based, in part, on its reliance on its extemal auditors, who
cannot by defmition be considered a part of the School Distnet's internal controls.

Cause: This condition was caused by the School District's decision that it is more cost
cffective to work with the external auditors for assistance 1n the preparation of its annual
financial statements than to incur the time and expense of obtaining the necessary training
and 1ools required for the School District to perform this task internally,

Eftect: As aresult of this condition, the School District lacks internal controls over the
preparation of financial statements in aceordance with GAAP and instead relics, 1o part, on
its external auditors for assistance with this task.

Management's Response: The School District has evaluated the cost vs, benelit of
establishing intcrnal controls over the preparation of financial statements in accordance
with GAAP, and determined that it is in the best interests of the School District to work
with 118 exiernal auditors and o carefully review the draft Gnancial stalements and noles
prior to approving them and accepting responsibility for their content and presentation,

Current Status: The linding 1s repeated tor the year ended June 30, 2008,
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Mason County Central School Districet
SCHEDULE OF FINDINGS AND QUESTIONED COSTS - Continued

June 3, 2008

Findings in Accordance with Governmental Auditing Standards - Continued
Finding Number 2007-2

Criteria: Adcquate sceregation of duties for the School District is necessary to minimize
the likelihood that fraud or errors could occur and not be detected.

Condition: The School Dastrict has not achieved a complete seprepation of duties among
emplovees who have both access to assets and accounting responsibilities.

Cause: The small si2c of the business office staff creates an inherent lack of segregation of
duties.

Effect: As arcsult of this condition, the School District lacks proper segregation of dutigs
and 15 exposed to an increased risk of misstatement of its financial statements.

Management's Response: ‘The School District has evaluated the manner in which they
segregate duties and has implemented certain measures. lowever, the cost associated with
adding addiliona) stalf to achieve a complete segregation 1s ool justilied by the expected
benefits.

Current Status: The finding is repeated for the year ended June 30, 2008,

Current Year
Secrion 1 - Summary of Auditor's Rexults

1. The audit report on Masen County Central School District’s financial statements was
ungjuabified.

2. There were two significant deficiencies in internal control, which constitute material
weaknesses, reported as a result of the audit of the financial stalements. See Section 2 -

Findings in Accordance with Governmental Auditing Standards.

3. There were no compliance tindings disclosed that were malenal to the School District’s
fimancial statements,

4. There were no significant deficiencies disclesed that were related to a major program.
5. The report over compliance for major programs was ungualified,

6. Thers were no audit findings that are required to be reported in accordance with Section
510(a) of OMB Circular A-133.

-36-




Mason County Central School District
SCHEDULE OF FINDINGS AND QUESTIONED COSTS - Continucd

Tune 30, 2008

7. The Schoel District’s major programs are Child Nutntion Cluster {10.553, 1{.555 and
10.5549) angd Title T (84.011).

8. The dollar threshold for distinguishing between T'vpe A and Type B programs was
$300,000.

4. 'T'he auditce did not qualify as low nisk auditee.
Section 2 - Findings in Accordance with Governmental Audifing Standards
Finding Number 2008-1

Criterta: All Michigan school districts arc reguired to prepare financial statements in
aceordance with generally aceepted accounting principles {"GAAP"). Thisisa
responsibility of the School Distniet’s management. The preparation of financial statements
in accordance with GAAP requires internal controls over both (1) recording, processing and
summanizing accounting data {i.e., maintaining internal books and records), and (2)
reporting government-wide and fund financial statements, including the related footnotes
{1.e., external financial reporting.)

Condition: As 1s the case with many smaller and medium-sized entities, the School
Dvistriet has at imes relied on its independent external auditors to assist in the preparation
of the government-wide {inancial statements and foolnotes as part of its cxternal financial
reporting process. Accordingly, the School Distnet's ability to prepare financial statements
in accordance with GAAP is based, in part, on its reliance on its external auditers, whoe
camnnel by delinition be considered a part of the School District's internal controls.

Cause: This condition was caused by the School Dhstrict’s decision that it 15 more cost
cliechive to work with the external auditors lor assistance in the preparation of its annual
financial statements than to incur the ime and expense of obtaining the necessary training
and tools required for the School Bistrict to perfonm this task internally.

Effect: As aresult of this condition, the Schoal District lacks internal controls over the
preparation of financial statements in accordance with GAAP and instead religs. in part, on
its cateral auditors {or assistance with thns task.

Management's Response: The School District has evaluated the cost vs. benefit of
cstablishing ntemnal controls over the preparation of financial statements in accordance
with GAAP, and determined that it iz in the best interests of the School District to work
with 1ts exiernal audiiors and to carelully review the dralt hinancial statements and notes
prior to approving them and accepting responsibality for their content and presentation.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS - Continued

Section 2 - Findings in Accordance with Goveramental Auditing Standards - Continued

Finding Number 2008-2

Criteria; Adequate segregation of duties for the School District s necessary to minimize
the hikelihood that frand or errors could occur and not be detected,

Condition: The School District has not achieved a complete scgrepation of dutics arnong
employees who have both access to assets and accounting responsibilities.

Cause: The small size ol the business oflice stafl creates an inherent lack of segregation of
duties.

Effect: As aresull of this condition, the School Dastrict lacks proper segregation of duties
and is exposed to an increased nisk of misstaternent of its financial statements.

Management's Response: The School Distnict has ¢valuated the manner in which they
segregate dulies and has implemented certain measures. However, the cost associated with
adding additional staff to achieve a complete segregation is not justified by the expected
benefits,

Section 3 - Current Year Findingy and Questioned Costs in Accorduance with OME Circular A-133

No findings.

-33-
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DENNIS, GARTLAND & NIERGARTH

el M Wendel, CPa

AUDIT-RELATED COMMUNICATIONS

To the Board of Education
Mason County Central School District

We have audited the financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of Mason County Central School District (the "School
District™) for the year ended June 30, 2008 and have issued our report thereon dated

September 19, 2008. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards and OMB Circular A-
133

As stated in our engagement letter dated August 11, 2008, our responsibility, as described by
professional standards, is to express opinions about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement.

We are responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such
matters.

Compliance

As part of obtaining reasonable assurance about whether the School District’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit.
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To the Board of Education
Mason County Central School District
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Also, in accordance with OMB Circular A-133, we examined, on a test basis, evidence about the
School District's compliance with the types of compliance requirements described in the U.S.
Office of Management and Budget ("OMB") Circular A-133 Compliance Supplement applicable
to each of its major Federal programs for the purpose of expressing an opinion on the School
District’s compliance with those requirements. While our audit provides a reasonable basis for
our opinion, it does not provide a legal determination on the School District's compliance with
those requirements.

Internal Controls

In planning and performing our audit, we considered the School District's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinions on the financial statements and not to provide assurance on the internal control over
financial reporting. We also considered internal control over compliance with requirements that
could have a direct and material effect on a major Federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circular A-133.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified
certain deficiencies in internal control that we consider to be significant deficiencies or material
weaknesses.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a
combination of control deficiencies, that adversely affects the School District's ability to initiate,
authorize, record, process or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the
School District's financial statements that is more than inconsequential will not be prevented or
detected by the School District's internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the School District's internal control.

We consider the following deficiencies to be significant deficiencies in internal control:
Reporting Financial Data (Finding Number 2008-1)

The above definition of a significant deficiency includes any condition that adversely affects the
School District's ability to report financial data in accordance with GAAP. As a matter of
convenience, the School District has always relied upon its auditors to prepare financial
statements and related notes and supplemental schedules for external reporting in accordance
with GAAP. As a consequence, the School District has not developed the tools and resources
necessary to enable its employees to prepare reports in conformity with GAAP in the normal
course of performing their assigned functions. The School District has committed the resources
necessary to meet its internal reporting needs. In this regard, the School District is not unlike
many other schools of its size and nature.
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Segregation of Duties (Finding Number 2008-2)

The size of the administrative staff precludes proper segregation of duties for optimal internal
control. Ideally, the internal control system of the School District should segregate the
accounting responsibilities from employees who have access to physical assets such as cash,
investments and payroll from authorization and approval of transactions and account
reconciliations. Although there is no indication of any significant errors or misappropriation of
assets, the Board must be aware of the lack of segregation of duties.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our letter about planning matters on August 22, 2008.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by Mason County Central School District are described in
Note A to the financial statements. No new accounting policies were adopted and the
application of existing policies was not changed during 2008. We noted no transactions entered
into by the School District during the year for which there is a lack of authoritative guidance or
consensus. There are no significant transactions that have been recognized in the financial
statement in a different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. However, none of management's
estimates are considered to be particularly sensitive.

No Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. In addition, none of the
misstatement detected as a result of audit procedures and corrected by management were
material, either individually or in the aggregate, to the financial statements taken as a whole.



To the Board of Education
Mason County Central School District
Page 4

No Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated September 19, 2008.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a ""second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Mason County Central
School District's auditors. However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition to our retention.

General Comments and Considerations
Budget Fund Balance

State law mandates that school districts do not operate with a deficit budget. State law does not,
however, mandate maintaining a healthy fund balance. Maintaining a minimum fund balance is
only smart management of the school district's resources. We believe a fund balance of
approximately 15% of the total annual operation expense of the school district's General Fund
budget is a good target fund balance. The current fund balance is $262,924, approximately 2%
of the annual operating expenses. Setting a target fund balance to maintain would provide
flexibility in dealing with unanticipated budget emergencies such as mid-year reductions in State
funding. We recommend the School District discuss a target fund balance and adopt a Board
policy. This will provide guidance and direction on an annual basis as each year's operating
budget is prepared and adopted.
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Headlee Rollback

Under Proposal A, school districts receive a foundation allowance multiplied by the number of
students. The foundation allowance is paid from two sources, property taxes and the State. The
18 mills approved by voters in 1996 for non-homestead property is the portion determined to
come from property taxes. When property is sold and re-valued at a level much higher than the
rate of inflation, it can cause the 18 mills to be rolled back. This is the case with Mason County
Central School District. This reduction approximated $130,000 in 2008. The State does not pick
up this difference in reduction of mills. To get the full per student operational dollars that the
State authorized under Proposal A, school districts may find it necessary to hold an override vote
to restore the full 18 mills. Headlee rollback reduces the authorized millage rate, not the levied
rate. So, school districts with high growth may find it necessary to hold an override vote
annually if only the 18 mills are requested. Such school districts might find it appropriate to
request authorization of 20 to 21 mills. Since State law prohibits school districts from levying
more than 18 mills, there is no downside to authorizing more than the needed 18 mills. Then, if
a rollback occurs, it is applied to the 20 or 21 mills, not the 18 mills levied. This would
eliminate the need to come back again and again to voters to ask for the same 18 mill levy.

This information is intended solely for the use of the Board of Education and management of
Mason County Central School District and is not intended to be and should not be used by
anyone other than these specified parties.

We are pleased to serve as the School District's auditors. If there are any questions about the
audited financial statements or the contents of this letter, we would welcome the opportunity to

discuss them at your convenience.
Dornss. Gartlnd g Noergarth

September 19, 2008





